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March 15th, 1960 


DEAR FELLOW SHAREHOLDERS: 


Important Developments Since My November 1959 Report Make It Necessary to Call 
Another Meeting of Our Shareholders on April 4th, 1960. 


To place these developments in perspective: In my previous report I summarized the steps being 
taken by your new management to rehabilitate Sweet Grass. The Company, when present management 
took over, was in a precarious condition, its treasury emptied of cash, its credit at the lowest ebb and 
its reputation tarnished by charges of mismanagement and worse. After extensive investigation of 
transactions entered into by the former regime the Directors authorized your Canadian solicitors to 
institute two actions against some members of the former regime and others, claiming they had dealt 
improperly with the assets of the Company. In my 1959 report I told you how a realistic re-appraisal 
of the Company’s assets and potentials had brought new interest and confidence in its future and made 
it possible for us to secure advantageous loans and to negotiate plans for expansion. 


My report, however, stressed the serious lack of operating capital necessary to consummate certain 
features of our program, and your management asked shareholders to approve essential changes in the 
Company’s capital structure. These and other proposals to place your Company on a profit basis 
received most impressive support from our shareholders at the meeting held November 25th, 1959. 


Out of a total of 2,494,533 shares voted, 2,384,064 were voted in favor of your management. 


Capital Expansion 


An opportunity to secure additional capital funds to hasten our program of expansion has now 
arisen which, added to the revision of our financial structure, should help us to strengthen our position, 
to obtain the earliest possible re-listing of our shares on the American and Toronto Stock Exchanges, 
and to diversify our operations through merger-acquisitions which present conditions in the petroleum 
industry render advisable. It is obvious that adequate operating capital is one of the indispensable 
factors to any such rehabilitation and expansion program. 


The need of urgent action on both fronts, viz, the necessary changes in our financial structure and 
the obtaining of new capital, is underlined by a Court decision handed down December 7, 1959, in the 
partition suit which directly affects our 50% interest in the Richardson oil and gas lease in Oklahoma. 
Under this Court decision, we must either be ready to bid in at public auction 100% of the lease 
(if it can be purchased at the intrinsic value independent geologists have placed upon it) or suffer the 
consequences of a forced sale of our present 50% interest in the Richardson lease. Unless we obtain 
the necessary funds, we cannot safeguard the Company’s interests at the forthcoming public auction 
which is scheduled to take place probably within a month. 
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Private Financing of Sweet Grass Securities 


Fortunately, negotiations that have been in progress since my November report with a financial 
firm in New York have resulted in the signing, on February 15th, of an agreement for private investment 
in your Company that would substantially add to our cash position. 


Under this agreement the New York firm undertakes to use its best efforts to raise a maximum 
of $975,000 new cash capital for the Company through placements within a small number of investors. 
It is anticipated that a minimum of $281,250 would be made available to the Company promptly after 
authorization and confirmation by shareholders of the proposed changes in capitalization. This place- 
ment will not constitute a public offering. 


Equal Rights for Shareholders 


The agreement specifically provides that your Company reserves the right to offer to its share- 
holders up to $500,000 of convertible mortgage bonds and/or 500,000 convertible preference shares 
at the same price as such securities will be offered to the private investors. This right will become 
operative as soon as your management can effect full registration with the Securities and Exchange 
Commission at Washington, D. C. and the Securities Commissions in various Canadian Provinces as is 
or may be required in offering securities to shareholders. We have been advised by counsel that it 
may take anywhere from three to six months to effect such registration. 


The following is a description of the new securities to be issued under the agreement of February 
15th, 1960: 


6% Convertible Mortgage Bonds: Face amount of $975,000 to be authorized in units of $100. 
The bonds will be registered and payable in 15 years; they will be convertible at the holder’s 
option into the new common stock at the rate of 100 shares of common stock for each $100 face 
value of the bonds, subject to protection against dilution; they will be callable by the Company at 
$110 after five years from issuance, with the premium diminishing at the rate of 1% per year until 
the expiration of the 15-year maturity; they will be secured by a mortgage on certain of the Company’s 
properties including fixed plant, a floating charge on the assets of the Company and a pledge of the 
shares of Great Sweet Grass Oil Company, your Company’s wholly-owned Oklahoma subsidiary, but 
subordinated to bank loans presently outstanding and to other institutional financing having a term 
exceeding one year. After 5 years, there will be a sinking fund charge against the net earnings of the 
Company sufficient to retire 10% of the face value of the bond issue each year. 


6% Convertible Preference Shares: 2,000,000 shares at 20 cents par value to be authorized, 
carrying a 6% cumulative dividend; they will be convertible into common stock at the holder’s option, 
at the rate of five preference shares for one share of common; the conversion ratio is subject to adjust- 
ment provisions designed to protect the preference shareholder from suffering dilution of his right to 
convert in the event of stock splits, consolidations or other similar changes in the common shares. 
The preference shares will be redeemable at par after 15 years from the date of issuance; and will be 
entitled to one vote for each share on all matters equally with the common stock. Preference shares 
are commonly called “preferred stock” in the United States. 


A full description of the proposed preference shares is contained in Special Resolution No. 5 as 
printed on the form containing the Notice calling the meeting. 


In accordance with the terms and conditions of the February 15th agreement, purchasers of con- 
vertible mortgage bonds may simultaneously purchase the preference shares, at the rate of one preference 
share for each $1.00 principal amount of bonds purchased. Bonds may be bought without buying 
preference shares, but preference shares cannot be bought without buying bonds except by the authority 
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of the Directors. On these conditions and as previously stated, your Company intends to offer to its 
shareholders at a future date $500,000 of 6% convertible mortgage bonds along with 500,000 shares 
of 6% convertible preference shares at the same price as offered to the private investors. 


Purchase of Fractional Shares 


If the shareholders approve and confirm the proposed recapitalization of the Company and Sup- 
plementary Letters Patent are issued consolidating the present 5,000,000 issued shares in the capital of 
the Company into 1,000,000 shares, shareholders will then own one consolidated share for each 5 shares 
presently owned. Fractional share interests will occur where individual shareholdings do not divide 
equally by 5. The Company is prevented by law from registering fractional share interests and, there- 
fore, shareholders with less than 5 shares will, after the consolidation, not be entitled to be registered 
on the books of the Company. Shareholders will be entitled to surrender their present share certificates 
in exchange for new certificates representing consolidated whole shares and bearer fractional certificates 
representing fractions of a whole share. Bearer fractional certificates may be transferred by delivery 
and holders of bearer fractional certificates will be entitled either to sell their certificates on the market 
or to purchase other certificates to make up one or more whole shares. Holders of bearer fractional 
certificates aggregating one or more whole shares will be entitled to be entered as shareholders on the 
books of the Company and to receive a share certificate representing such one or more whole shares. 


Confirmatory Action 


In addition to the important developments already cited, another reason for calling a shareholders’ 
meeting at this time is the fact that the regularity of our November meeting was challenged by a single 
shareholder, purporting to act on behalf of himself and all the other shareholders. Out of over 14,000 
shareholders to whom proxies were mailed, this one shareholder sought to prevent the meeting from 
being held principally on the ground that he did not receive notice within the legally prescribed time. 


Litigation to establish the validity or invalidity of the meeting would be expensive and time con- 
suming. Since it is necessary to have a shareholders’ meeting to authorize the creation of the new 
preference shares required for financing, both an Annual as well as a Special General Meeting have 
been called for April 4th. 


Therefore, at the Special General Meeting on that date shareholders will be asked to confirm 
action taken at the previous meeting. To carry out the new financing, Special Resolution No. 3, which 
was approved at the last meeting, has been rescinded and replaced by Special Resolution No. 5. This 
new resolution provides for the same changes in capitalization as before, except for the creation of 
2,000,000 preference shares. 


Under the borrowing resolution (By-Law No. 74), which the shareholders approved at the last 
meeting, your Board of Directors would have the power to make the indenture required to secure the 
new bond issue. The authority to amend the Company’s letters patent by redividing its authorized 
capital so that the 5,000,000 shares of the par value of 20 cents now outstanding shall become 1,000,000 
shares of $1.00 par value and by increasing our capital stock by an additional 4,000,000 shares, is like- 
wise the same action taken by shareholders last November. 


In short, it should be noted that with the exception of the authorization of the new preference 
shares, all other matters to be presented are similar to those approved by shareholders at the last meeting. 


Financing Costs 


It has been agreed that the New York financial firm shall receive a 25% commission for the 
proposed private placement of our securities. Of this amount one quarter will be payable in cash, 
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and three quarters will be re-invested in the new convertible bonds and preference shares of the Company, 
in such proportions as may be determined by your Board of Directors. We consider the decision of this 
firm to re-invest three quarters of its commission in our new securities to be a mark of confidence 
in the future of our Company. This is particularly gratifying at a time when financing is generally 
difficult to obtain. 


Assurances Required by Investors 


It is a condition to the placement of securities of your Company, that the investors be protected 
against any possible return of control to persons who would engage in practices which might dissipate 
your Company’s assets or expose it to public criticism. The New York financial firm believes that 
without such assurances, a relisting of the Company’s securities will be impossible, as evident from the 
attitude of certain members of the listing committee of the Toronto Stock Exchange in the matter of 
re-listing Sweet Grass shares. I quote as follows from my report of November 11th, 1959, Page 4: 


“Some members of the listing committee of the Toronto Stock Exchange . . . stated frankly 
that they would not countenance control of your Company by former administrative interests, 
directly or indirectly, and it is the expressed view of our Canadian counsel that the listing committee 
would not want to list this stock and find that within a short time of the listing some material 
change in the control and policy of the Company had occurred.” 


Furthermore, because the legality of the November 25th meeting was challenged by certain interests 
in Toronto, the investors require the validation of actions taken at that meeting which can be accom- 
plished by the confirmation of the By-Laws and Special Resolutions to be considered at this meeting. 


Your management, therefore, feels that it would be inadvisable to announce the name of the 
New York financial firm until we are in a position to give it the assurances it must have. Complete 
details will be announced promptly after the shareholders, at the April meeting, have approved the 
necessary measures giving the Company authority to consummate the agreement with the financial firm. 
In the meantime, shareholders may be informed that we have assured ourselves of the integrity, reliability, 
and experience of this particular firm. 


Advantages of the New Financing 


It is agreed that two of the financial firm’s representatives will be added to our Board of Directors 
to fill the vacancies which will be created by formal confirmation at the April 4th meeting of the 
increase in the number of Directors from five to seven. But the shareholders will be asked to elect only 
5 Directors at the Annual Meeting. At the Special General Meeting, following the Annual Meeting, the 
shareholders will be asked to confirm an increase in the Board of Directors from 5 to 7. Accordingly, 
after this confirmation, and the completion of the proposed financing, the Board of Directors will be 
able to appoint 2 Directors named by the financial firm as agreed. 


Among the advantages of the new financing recommended by your Board of Directors for share- 
holder’s approval are the following: 


1. The new capital will enable your Company to act promptly with respect to opportunities 
for property acquisitions. At a time when the oil industry is confronted with the seeming problem 
of over-production, favorable opportunities are arising in this field. 


4 


2. It will enable us to obtain the cash required to bid for the Richardson lease, at a price 
to be determined by our engineers and advisers. 


3. It should enable us to increase the Company’s net earnings. For example, the possible 
purchase of the entire Richardson lease would nearly double our gross oil and gas production in 
Oklahoma, assure a marked decline in lifting costs, and at the same time, require only a minimal 
increase in general overhead costs. 


4. It should facilitate the re-listing of the Company’s shares by the Toronto and American 
Stock Exchanges. 


5. It will enable us to seek diversification which is an increasingly important factor in our 
future growth. ; 


6. The substantial interest which the new investors will have in the Company is insurance 
for shareholders that those who nearly wrecked Sweet Grass shall not be able to gain control of 
the Company in the future. 


Almost as important a factor as fulfilling our capital needs is that we shall have the guidance and 
aid of an experienced financial firm in meeting the problems of growth contemplated in the expansion 
program for Sweet Grass. 


Financial 


Our financial statements for the first ten months of 1959 show some of the results of your manage- 
ment’s continuing efforts to maintain revenues while seeking to raise the earnings of your Company 
to a profitable operating level. 


The $250,000 bank loan negotiated with the Empire Trust Company was reduced in December, 
because of the financing then in prospect, to $175,000, with a correspondingly lesser pledge of our assets. 


Alerting Our Shareholders 


The situation with respect to litigation remains about the same as set forth in my November 
Report, except the previously mentioned suit commenced in Toronto by a shareholder, Saul Shubin, 
to prevent the holding of the November 25th, 1959 meeting. Although lack of notice was alleged as 
a reason for seeking to prevent that meeting, Mr. Shubin, on cross-examination by your Canadian 
counsel, admitted that he had seen a copy of the President’s report to shareholders before the time 
expired for giving notice of the November meeting. 


Shareholders should be informed that Mr. Samuel Ciglen of Toronto, one of the principals in the 
suit brought by your Company for rescission and/or damages arising from transactions charged to former 
management, has now brought suit against your Company and your directors individually on the grounds 
of an alleged agreement to accept his offer of settlement. This offer, as stated in my last report, was 
declared by your Board to be completely inadequate. 


The pending action by Mr. Shubin may be considered against the background that Mr. Shubin 
also admitted on cross-examination that he had visited the office of Mr. Ciglen to obtain information 
prior to bringing his own action, and that in the material filed by Mr. Shubin, was a notice of the 
November meeting sent to Mr. Louis Pancer, another defendant in your Company’s suit for restitution. 


Mr. Pancer is a mining engineer who occupied an office with the law firm headed by Mr. Ciglen 
and was part owner of a firm of consulting geologists. It was with the assistance of this firm that Mr. 
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Morris Black, a former officer of Sweet Grass and another principal defendant in the previously men- 
tioned suit, acquired 41 mining claims at a cost of $1,640 early in 1955. Through a series of trans- 
actions during 1955 and 1956, these claims were transferred to Sweet Grass at a total cost which your 
present management alleges was $1,363,000 more than their real value. 


Obviously Sweet Grass shareholders will need to consider carefully the independence and motives 
of any proxy-seeking “committees” and the validity of the material they may present. 


From the reception given to my last Report, your management is confident that shareholders will 
draw their own conclusions between independent appraisal of the current situation facing the Company 
and disguised efforts to return the control of your Company to those who brought it to the brink of ruin. 
Shareholders will recognize the motives of those, who for reasons of their own, may seek to interfere 
with the proposed new financing imperative for the growth of your company, and who might wish to 
replace the present management. Nor can shareholders misunderstand the purpose of those who may 
seek to replace the auditing firm which now serves your Company, in the light of the fact that our present 
auditors traced the transactions that are the bases of our present recovery suits and are developing 
possible evidence for further and larger claims. 


Your management believes that the financing plan herein described which inaugurates our overall 
program of rehabilitation will recommend itself to shareholders and will gain their approval. 


But this demands immediate and informed action by Sweet Grass shareholders. Remember that 
many hundreds of thousands of shares in the hands of “boiler room” operators and others were not 
voted at the last meeting! They could be voted against your Company’s interests. Therefore, it is 
essential that you attend our April 4th meetings in the Library Room of the Biltmore Hotel, New York 
City, at 11:00 A.M. or 


MAIL YOUR PROXY PROMPTLY IF YOU DESIRE TO SUPPORT 
YOUR MANAGEMENT’S PROGRAM. 


On Behalf of the Board of Directors, 


President 
Great Sweet Grass Oils Limited 
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AUDITOR’S REPORT 


To the Shareholders and Board of Directors 
GREAT SWEET GRASS O1Ls LIMITED: 


We have examined the accompanying consolidated balance sheet of Great Sweet Grass Oils Limited 
and its wholly-owned subsidiary Great Sweet Grass Oils Company (Oklahoma), as at October 31, 1959, 
and the consolidated statements of profit and loss, deficit and capital surplus, for the ten months ended 
October 31, 1959. Our examination was made in accordance with generally accepted auditing standards, 
and accordingly included such tests of the accounting records, and such other auditing procedures as we 
considered necessary in the circumstances. 


In our opinion, the accompanying consolidated balance sheet as at October 31, 1959, and the 
accompanying consolidated statements of profit and loss, deficit and capital surplus for the ten month 
period then ended, together with the notes thereto present fairly the consolidated financial position of 
Great Sweet Grass Oils Limited and its wholly-owned subsidiary at October 31, 1959, and the results 
of operations for the ten months then ended, in conformity with generally accepted accounting principles 
applied on a basis consistent with that of the preceding year. 


Davin KESTENBAUM & Co. 
David Kestenbaum & Co. 
Certified Public Accountants 


New York 
February 1, 1960 
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REUBEN R.MANDEL.C P.A. 


AUDITOR’S REPORT 


To the Shareholders and Board of Directors 
GREAT SWEET Grass O1ts LIMITED: 


We have examined the accompanying consolidated balance sheet of Great Sweet Grass Oils Limited 
and its wholly-owned subsidiary Great Sweet Grass Oils Company (Oklahoma), as at December 31, 1958, 
and the consolidated statements of profit and loss, deficit and capital surplus for the year ended December 
31, 1958. Our examination was made in accordance with generally accepted auditing standards, and 
accordingly included such tests of the accounting records, and such other auditing procedures as we 
considered necessary in the circumstances. 


In our opinion, the accompanying consolidated balance sheet as at December 31, 1958, and the 
accompanying consolidated statement of profit and loss, deficit and capital surplus for the year then 
ended, together with the notes thereto, present fairly the consolidated financial position of Great Sweet 
Grass Oils Limited and its wholly-owned subsidiary at December 31, 1958, and the results of operations 
for the year then ended, in conformity with generally accepted accounting principles applied on a basis 
consistent with that of the preceding year. 


Davip KESTENBAUM & Co. 


David Kestenbaum & Co. 
Certified Public Accountants 


New York 
May 1, 1959 
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Authorized and Issued 5,000,000 Shares of 
Common Stock, Par Value $1.00 a Share 
to April 2, 1959 Then Changed to a Par 
Vealuetote2z0 Cents a share sh. ss vce ns $1,000,000.00 
Capital Surplus—(As Per Statement of 
Denew and Capitals Surplus)". . sev. sso. 442,473.88 


$1,442,473.88 
Less—Deficit Accumulated to January 1, 1959 — 
$1,442,473.88 
Less—Loss for 10 Month Period Ended 
GciOleteol alo oo teria tie Meat a cloarid eh: 
DMArenOders EQUITY Als sua sees yas ane 
CoNTINGENT LiaBiLiTiEs: (Note 11) 


147,889.38 
$1,294,584.50 


$1,911,849.30 
APPROVED ON BEHALF OF THE BOARD 


James H. R. CRoMWELL DIRECTOR 


Rozsert B. BERGER DIRECTOR 


Part of these Statements. 
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$2,143,117.27 


December 31, 

1958 1957 
=e $  1,183,88 
$ 166,242.04 120,990.58 

4,500.00 a 
121,645.61 127,689.52 

2,946.12 — 
SZ955355.77 $ 249,863.98 
$ 132,922.06 $ 142,322.03 
96,478.17 100,472.32 
$ 229,400.23 $ 242,794.35 
$ 524,734.00 $ 492,658.33 
6,000.00 8,367.50 
169,909.39 157,168.67 
$ 700,643.39 $ 658,194.50 
$5,000,000.00 $5,000,000.00 
1,439,069.04 1,439,069.04 
$6,439,069.04  $6,439,069.04 
4,996,595.16 4,683,274.71 
$1,442,473.88 $1,755,794.33 
$1,442,473.88 $1,755,794.33 


$2,413,988.83 


GREAT SWEET GRASS OILS LIMITED 
AND ITS WHOLLY-OWNED SUBSIDIARY 


GREAT SWEET GRASS OILS COMPANY (OKLAHOMA) 


CONSOLIDATED STATEMENT OF DEFICIT AND CAPITAL SURPLUS 
For the Ten Month Period Ended October 31, 1959 and 
For the Full Year Ended December 31, 1958 


(Stated in Canadian Currency) 


Balanceslanudry: twlOSSe ae che. .iad, Ri ey onan re stardere eeres 
Net#lsossifor.thewVeara 956 ji. . cols ae ee ete acne rneiee 


Balance: Decemberzd.lysl 95 Omer cccr. ee eee ee ee eee 


Adjustment made to give effect to the reduction in the par value of 
the capital shares from $1.00 each to 20¢ each, amounting to 80¢ 
for each of the 5,000,000 authorized, issued and outstanding 
shares as approved by the shareholders at the annual meeting 
heldsonsNovembers22,1958 in Newsy ork Citys... sone 


Adjustment made to give effect to the quasi-reorganization of the 
company as at January 1, 1959 eliminating the accumulated con- 
solidated deficit through December 31, 1958 and reducing Capital 
Surplus by the total of the deficit, such action also having been 
approved by the shareholders at the annual meeting held on 
INovembers22, 1958. se eae voter a triers? Meld lee eens 


BalancesAdjusted ata) antiary sla 999 ae een nee em en 
Net Loss for the Ten Months Ended October 31, 1959 .......... 
BalancesOctober, 31591959 fas ae karan ee ee ee 


Contributed a Surpiisme wey ent hee ey eee Ae pet 


ToraL CAPITAL AND CONTRIBUTED SURPLUS OcTOBER 31, 1959 .. 


Deficit 
$4,683,274.71 
313,320.45 


$4,996,595.16 


(4,996,595.16) 


$ ene 
147,889.38 


$ 147,889.38 


The Accompanying Notes Form an Integral Part of these Statements. 


Capital 
Surplus 


$1,189,069.04 


$1,189,069.04 


4,000,000.00 


(4,996,595.16) 


$ 192,473.88 


$ 192,473.88 


250,000.00 


$ 442,473.88 


GREAT SWEET GRASS OILS LIMITED 


AND ITS WHOLLY-OWNED SUBSIDIARY 
GREAT SWEET GRASS OILS COMPANY (OKLAHOMA) 


CONSOLIDATED STATEMENT OF PROFIT AND LOSS 


For the Ten Month Period Ended October 31, 1959 and 
For the Full Years Ended December 31, 1958 and 1957 
(Stated in Canadian Currency) 


INCOME: 


Grime Oil andi Gasssalcs’. eeewer ee 
ther [ncome=—schedulesle-te ne ee ee 


Cost AND EXPENSES: 


Produchoiimlocpense jaan, atten, aries nic ake 
ppecialene-Workel ilstom ielden secu 4.ereian, 
Lease Rentals and Mining Licenses............. 
Geological and Exploration Expense ............ 
Engineers Salaries, Fees and Expense .......... 
Administration Expenses—Schedule II ......... 
LMEETESE 5 ps ccpepeteteictstnth -...<0. Melstone seis io we a0 as 
Depreciation, Depletion and Amortization (Note 5) 
Dry-ioles@ostsmeN otess mee fo te see eae 


INET OPERATING LOSS er ee ee eee 


ABANDON MENTS-EXTRAORDINARY AND/OR Non-RECUR- 
RING Costs AND EXPENSES: 


Write-down of Investment Having no Quoted or 

Warketiay alten. osha. a netnenseteanpetc ets oiend uss 
Former Directors’ Expenses not Formally Ap- 

PLOY CCW e Ne ne ory ae a tee eae athe e oient 
Mecalandeaccounting (Note LO) a. os... ose 
Expenses Applicable to Hearings SEC .......... 
Proxy Solicitation Cost 1957, Approved By Share- 

Holders/at: Meeting in 1958) ease! cas cncise 
Prior Period Adjustments (Note 10),.......... 
Leases and Properties Abandoned! ............. 
Evaluation Report-Mining Claims ............. 
Realized Losses on Foreign Exchange .......... 
Settlement, Garrett Employment Contract ....... 
Miscellaneousi tenis of Expense. a .ce- 2 om os 
oss on pale Ot Wroenixed ASSetSi aa sb oi sole 


Net Loss to Dericit (Note 10)....... 


1 ABANDONMENT CHARGED TO CURRENT REVENUE: 


Ducles Mountain yaaeieeticterctsenen ay srenecere cle retete 
1958) Property. Expensemenieer cis cece setae «6 


Lair & Trapnell 


Pierson Sa! le sere sem eiictesieltelsleleiels sisiele\ eye 
Oklahoma's eases is ate cs ceiectotcveisicns wieke <vs10 oe 
Grandebbrairie cc Chathatipaernierenmicee sili aie ete 


Pe 


January 1, 
to 
October 31, 
1959 


$406,967.92 


29,394.94 
$436,362.86 


$158,555.52 


7,782.96 
3,946.14 
23,404.75 
109,349.65 
17,911.04 
167,311.28 
865.17 


$489,126.51 
$ 52,763.65 


23,967.67 


19,905.32 


2,925.98 
1428750 


34,039.26 
595,125.73 
$147,880.38 


eres 


so Sel DO ULOL 


$19,905.32 


For the Full Years 
1958 1957 
$472,889.14 $422,174.17 
13,924.65 59,959.77 
$486,813.79 $482,133.94 
$185,991.39 $140,965.44 
24,278.99 — 
16,249.91 29,261.03 
55:22 8,208.18 
24,832.01 16,425.17 
165,364.71 210,235.14 
21,091.07 20,610.92 
240,142.27 212,547.19 
9,581.55 39,647.42 
$688,850.42 $677,900.49 
$202,036.63 $195,766.55 
$ — $3,323.05 
— 4,037.33 
49,203.25 — 
— 35,481.10 
12,283.07 — 
(4,531.54) we 
46,831.93 —_— 
262.50 — 
7,234.61 es 
$111,283.82 $ 47,841.48 
$313,320.45 $243,608.03 
$16,480.00 
581.00 
289.46 
6,970.69 
22,510.78 
$46,831.93 


The Accompanying Notes Form an Integral Part of these Statements. 
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GREAT SWEET GRASS OILS LIMITED 
AND ITS WHOLLY-OWNED SUBSIDIARY 
GREAT SWEET GRASS OILS COMPANY (OKLAHOMA) 


Schedule I 
CONSOLIDATED OTHER INCOME 
(Stated in Canadian Currency) 
J atc 1959 For Full Years 
October 31, 1959 1958 1957 
ANCET ESE. ie ciidlee Te Re Le ea Re wd ehIVtO IE Mone eee $ $ 745.83 $ 10,949.78 
Administrative and Overhead Expenses Recovered 
roma Others ot Vik oak ace 2c Se Tee eehctars 7,190.48 12,369.80 25,987.81 
Profit From Sale of Investments in Marketable 
Securities): . 2. Suelo ota k Le a eee Oe ek 20,888.75 
Gains on) Priot Period tems... oe et ey ae 8,717.69 
Miscellaneods cs .aiceoski tian De ae See Ae iG 494.88 2,133.43 
Pronton Sale of Ganadian: Bonds 1, eee ces ek 350.35 
Proftron:Sale of \Gapital sAssets «. tae oe ee 12,991.89 263.75 
Realized Gain on Foreign Exchange ...............- 194,92 
Total OtheriIncome 22.) ).¢6e. se. $ 29,394.94 $ 13,924.65 $ 59,959.77 


CONSOLIDATED ADMINISTRATIVE EXPENSES 


Schedule HI 


J Se 1959 For Full Years 
October 31, 1959 1958 1957 

FUMOCHiIVieOSlAriES. - 0 raseised ace heen hike Cen eee $ 9,621.93 $ 12,098.26 $ 57,225.94 
Office Salaries: Star amwaieies £25 oh Oe tue Chas ene 15,406.69 15,407.84 22,494.84 
Payrollwbaxes and Wastirancewes san aati er ave ees 673.31 515.89 1,545.79 
emporat 7 Qincesielpacr nics 0. tine ccs ae lk se Sree 442.89 634.18 
Travel and Entertamimentl....0+.0/.8 0h cee eee 10,547.22 5,539.98 15,006.51 
Audite Rees and eX Nenses mec t soe ae eee Smet 15,097.78 17,000.00 12,696.90 
Iseral sheesrandsE penises race. Con sales e toasts «eee ake 10,717.31 24,175.73 27,645.56 
secretarial and Accotinting Pees=, jme aeu.eee os oak os 7,137.00 9,600.00 5,935.00 
DieectOrs Meese, cn neers ee oe ss es 4 oe Ce ee ee 7,697.54 9,319.18 9,068.16 
Management Consultant Fees and Expenses.......... 15,295.77 
ransierA cent's Hees wenn: iver s, eee eee Sen eee 7,611.34 12,524.96 8,677.74 
SSHATenOlers  IREDOTES son te eeeaiy <a cele eee eid chk 7,477.78 13,767.62 
Shareholders’ Meeting Expenses .........cccccccves 1,839.41 2,741.06 4,759.43 
EVER ULSIAS cATICL RE MLUMCIL VES stay sere otkerene ometere aiate tia a 3,592.21 150.00 2,500.00 
Citticeds ett MELeat nd SAGE: aelce was dele ee i oes s ae 6,308.85 7,517.40 8,568.87 
Other Office Operating Tixpenses i. 05... ccs rscaunc 8,824.20 8,017.70 10,742.19 
Provision Aorbadevients & esate sade te ss at Wee thee b52.02 9,238.21 724.75 
Miscellaneous and Corporate Taxes .............0.. 35279309 7,410.77 8,875.84 

Total Administrative Expenses ........ $109,349.65 $165,364.71 $210,235.14 


The Accompanying Notes Form an Integral Part of these Statements. 
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GREAT SWEET GRASS OILS LIMITED 
AND ITS WHOLLY-OWNED SUBSIDIARY 
GREAT SWEET GRASS OILS COMPANY (OKLAHOMA) 


NOTES TO FINANCIAL STATEMENTS 
For the Year Ended December 31, 1958 and 
For the Ten Months Ended October 31, 1959 

(All Amounts in Canadian Dollars Unless Otherwise Stated) 


(1) PrincrpLes oF ConsoLipaTION : 


__ The consolidated financial statements include the accounts of Great Sweet Grass Oils Limited and 
its wholly-owned subsidiary Great Sweet Grass Oils Company, an Oklahoma, U.S.A. corporation. All 
intercompany items and transactions have been eliminated in the consolidated financial statements. 


: The accounts of the Oklahoma subsidiary have been converted to Canadian dollars on the following 
ases: 


Current assets and current liabilities—at the rate of exchange prevailing at December 31, 
1958 or at October 31, 1959 whichever is applicable. 


__ Fixed assets and long-term liabilities—at the rate in effect in the period in which the transac- 
tion took place. 


Revenue and expenses—at the average rate for the year 1958 or the ten months of 1959, which- 
ever is applicable. 


Depletion and depreciation—at the same rates as the related fixed asset accounts. 


The accounts of Hales Oil & Gas Ltd., 78.25% owned, and of two inactive subsidiaries, wholly- 
owned are not incltided in the consolidated financial statements, since together they do not constitute 
a significant subsidiary. (See Note 3 below). 


(2) Note RECEIVABLE: 


Kroy American Oils, Inc. is purported to have assumed the obligation provided in a certain note 
and act of mortgage, when its parent Kroy Oils Ltd. acquired properties from Coronet Development 
Corporation, in 1956. 


Under the terms of the instruments the face amount, namely $300,000, was to be repaid monthly, 
plus interest, at the rate of the money equivalent of 5gths of the monthly gross oil and gas runs of the 
working interest in the properties recited in the mortgage instrument. 


Total payments received from Kroy American Oils, Inc. in reduction of the principal amount of 
the note amounted to U.S. $77,773.48. All payments of principal and interest were discontinued early 
in 1957. 


On April 7, 1958 the company instituted action against Kroy American Oils, Inc. in the First 
District Court, Parish of Caddo, State of Louisiana. The action, so filed was in the nature of one 
seeking a declaratory judgment to determine that the mortgage made by Coronet Development Corpo- 
ration to Samuel Ciglen and Morris Black, allegedly securing a note in the principal sum of $300,000.00, 
is a valid lien on oil and gas leasehold estates transferred to Kroy American Oils, Inc. The aforesaid 
mortgage and note were assigned subsequently to Great Sweet Grass Oils Limited. 


The petition alleged there was a balance due on the mortgage and the note in the amount of U.S. 
$222,226.73. On January 26, 1959, judgment was rendered in favor of Kroy American Oils, Inc. This 
judgment has been appealed to the Supreme Court of the State of Louisiana, where the case is still 
pending. On February 29, 1959 National Surety Corporation issued their collateral receipt as evidence 
of the company’s cash collateral in the amount of U.S. $5,000 covering an appeal bond in connection 


with this appeal. 


On February 28, 1958, the company entered into an agreement with three (3) law firms by which 
they were retained to represent the company in this action, on a contingent fee basis, equal to 20% 
of all amounts recovered. 
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NOTES TO FINANCIAL STATEMENTS (Continued) 


(2) Note REcEIvABLE: (Continued) 


In view of the pending litigation, additional interest which has accrued beyond the amount included 
in the alleged action, has not been reflected in the financial statements. 


In further consideration of such pending action and not because it is the view of the management 
that the unpaid balance (less the 20% contingent lawyers’ fees) is not collectible, but to conform to 
accepted accounting principles in the circumstances, a full reserve has been raised against the total 
balance sheet amount of $222,263.73. 


See Note (8) in regard to further legal action for recision of transaction by which this Note 
was acquired. 


(3) INVESTMENT IN AND ADVANCES TO SUBSIDIARIES Not CoNSOLIDATED: 


Hales Oil and Gas Ltd. (an Alberta Company :—The company owned 31,300 shares out of 40,000 
of the issued shares of the company. The value given to these shares is equal to the legal costs incurred 
at the time the transaction became effective. This amounted to $1,453.09. Hales has one productive 
well. Its assets and operations are small in relation to Great Sweet Grass Oils Limited. Furthermore, 
it does not calculate income and write-offs of capital expenditures on the same basis as Great Sweet 
Grass Oils Limited. For these reasons its figures are not included in the consolidated financial state- 
ments. 


On September 30, 1959 the company’s interest in Hales Oil and Gas Ltd. was sold for $5,931.71. 


Sweet Grass Oils (BC) Limited and Great Sweet Grass Oils (Quebec) Ltd. are wholly-owned 
inactive subsidiaries. The investments therein are carried at $1.00 and $3.00 respectively. 


(4) DEFERRED AccouNTS RECEIVABLE: 


While this entire amount is considered to be good and collectible, nevertheless, to conform to 
accepted accounting principles, in the circumstances, it has not been included in the classification of 
“Current Assets.” 


Great Sweet Grass Oils Ltd., together with two other companies have a 50% joint interest in the 
Steveville Project. Canex Gas Limited formerly Canadian Export Gas Ltd., acquired its 50% working 
interest in the Steveville field under a farm-out agreement dated June 25, 1954. 


Under this farm-out agreement Canex was required to provide a fund of $900,000.00 for the cost 
of drilling a certain number of gas wells in that field. 


After a total expenditure of $530,758.32, the balance of the original $900,000.00 fund was reduced 
to $369,241.68. Out of this balance $262,506.00 was expended for a gathering system and processing 
plant. The gathering system and processing plant is carried at the nominal value of $1.00. The balance 
of $106,735.68 is to be distributed according to the respective interests of all parties. 


The respective interests of Sweet Grass and each of its two associates in the properties and wells 
covered by the farm-out agreement and in this joint fund, as well, is still unresolved. 


By agreement between all the parties, $39,071.84 the balance payable to Sweet Grass and each of 
its two associates, was deposited in trust with National Trust Company Ltd., to be distributed to each 
of them according to the final determination of their respective interests. 


In like manner, proceeds from sale of gas, from August 1958 to date, in which the parties have 
a joint interest have been deposited, also with National Trust Company Ltd. From August 1958 to 
October 31, 1959 this amounted to $137,615.84. 


Pending final determination of its undisputed interest in all these funds and properties, Sweet Grass 
has asserted and is carrying its interest at a minimum of 3714% of the joint 50% interest. On this 
basis, Sweet Grass has credited itself with $71,702.56 of the total funds held in Trust at October 31, 
1959 and $14,188.00 for expenses incurred for its two associates. 


Refer to Note (6) for related items. 
(5) Frxep Assets: 
SUMMARY OF ACCOUNTING PRACTICES 


Acquisition costs of petroleum and natural gas interests are capitalized. In certain cases acquisi- 
tion costs were revised in 1957 to give effect to revaluations authorized by the Board of Directors. 
Exploration expenditures are deferred until the results can be assessed, at which time they are capitalized 
as costs of the properties retained or are written off to income, as appropriate. Costs of abandoned 
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NOTES TO FINANCIAL STATEMENTS (Continued) 


(5) Frxep Assets: (Continued) 


Properties are written off at the time of surrender. Costs of wells which are capable of producing in 
commercial quantities are capitalized. Dry hole costs are written off in the period in which they are 
determined to be non-productive. Lease and reservation rentals and other carrying charges on unde- 
veloped properties are charged to income at time of payment. 


Depletion of producing property costs and amortization of producing well costs are provided for 
by the unit of production method, based upon estimates of commercially recoverable oil and gas reserves 
prepared by independent consulting geologists. Depreciation of production equipment, buildings, etc. 
is provided on the straight-line method at rates estimated to be sufficient to recover the cost of the assets 
over their useful life. 


Maintenance and repairs are charged to expense when incurred and betterments which extend the 
useful life of the assets are capitalized. 


On retirement or sale of items of property the difference between the net book value of the items and 
the proceeds, if any, is charged or credited to the income account. 


Where property is acquired without direct cost, a nominal value of $1.00 is assigned to each property 
so acquired, for purposes of record and control only. 


_ Consistent with such accounting practices, changes were made in the various property accounts to 
give effect to certain events arising in 1958 and during the ten month period ended October 31, 1959. 
These are reflected in the following table: 


October 31, December 31, December 31, 
1959 1958 1957 
Oil and Gas Producing Properties ......... $1,694,576.51 $1,727,489.45 $1,411,202.18 
PEOUUCHON Me CuIpmlent wer. (any ii shee 215,794.59 The ee pSV 212,478.23 
PEtmCIN Oe VV CHS ete fe nen tree eae 67,003.94 91,019.01 372,196.09 
Non-Producing Properties: 
iRTOVels EMOEVelOped ©, . ..mremnnnr ererte 352,466.09 352,466.09 338,445.49 
Pndeveloped and Wnproven .. 4... 18,178.10 32,390.26 100,118.04 
Interestun:stevevilles joint lund) es. 2. at: e — — 1.00 
Interest in Steveville Gathering System ..... 1.00 1.00 — 
NininesPropertics san aw. elses Jens, Waka 5,000.00 5,000.00 5,000.00 
Ifaproved RealEstate... cape ie nee ee — 78,293.56 ie Rey AOA 
Leasehold Improvements, Furniture, Fixtures 
and Automotive Equipment ............. 10,845.15 25,230.94 26,778.64 
PBOtalaem Meebo tare a ie elerin eens $2,363 ,865.38 $2,547,661.63 $2,581,595.44 
Less: Accumulated Depletion, Depreciation 
and eAmortization: Se sae. ce Ree 682,447.02 564,298.74 335,048.90 
TotraL Frxep AsSSETS—NET ...... $1,681,418.36 $1,983,362.89 $2,246,546.54 


As indicated in Note 4, the company has a minimum interest of 18.75% in the gathering system, 
installed for the Steveville gas wells. The cost of this installation amounted to $262,506.00 and was 
financed out of the unexpended portion of the $900,000.00 fund provided by Canex under its farm-out 
agreement. This has been given a nominal value of $1.00 for record and control purposes only. 


On March 6, 1959 an action was filed in the District Court of Garvin County, Oklahoma, against 
the Oklahoma Company and other parties by Exchange Oil Company, to partition ownership of certain 
oil and gas leases known as the North Hoover Field in Garvin County. Of the 17 wells located in this 
field 16 are owned jointly by Great Sweet Grass Oils Company and Exchange Oil Company, each having 
an undivided one-half interest therein. The remaining one well is owned jointly by Great Sweet Grass 
Oils Company, Exchange Oil Company and Edwin Cox. Their interests in said well are 25% each for 
Great Sweet Grass Oils Company and Exchange Oil Company with the remaining 50% owned by 
Edwin Cox. 

Counsel advises that this action does not dispute the title of the company to its interest in their leases, 
but merely seeks a partition in-kind; or if that is not possible, then a sale of the leases at public auction. 
On December 7, 1959 the decision of the court was handed down, granting such partition. 
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NOTES TO FINANCIAL STATEMENTS (Continued) 


(6) Lone Term Desr—Assets PLEDGED: 
(Stated in Canadian Funds) 


Total 
Long-Term Current Amount 
Portion Portion Outstanding 
(a) Bank of Nova Scotia: 
L2ES1ESS 8 Be La ag aes sc eee $ = $ 4,500.00 $ 4,500.00 
10230659 202) CAR i ee ee — — — 
(b) First National Bank and Trust Company of 
Oklahoma City: 
1253 15S idan dgveidohe- a'ct< on) eens 134,232.00 161,968.80 296,200.80 
1O-31<259uio5 Chee Leake ls ete ae 44,903.77 96,123.16 141,026.93 
(c) Building Mortgage—First National Bank 
and Trust Company of Oklahoma City: 
12-31-58 2s ss. 4s Ree 35,074.09 4,273.24 39,950.63 
10231259 oro eees eee eee ee — _- — 
(d) Loan-Ranger Oil (Canada) Ltd.: 
1223 len Se ek 20 tua ie Me eee ren ee -- _- — 
10-31-59 sone eh ape neeere wiek 154,895.17 — 154,895.17 
(e) Notes Payable—Burbank Holdings 
Limited: 
12-3 12580 ee eee eens —- —— — 
10-31-59 Aw vape eae see eee 1,800.00 1,650.00 3,450.00 
TotaL Lone Term DEBT 
12-3158 oe arc ceas eee eee $169,909.39 $170,742.04 $340,651.43 


10-31-59 rs Aa eee ae eee lane 201,598.94 97,773.16 299,372.10 


(a) This is the balance of a $13,500 loan obtained from the Bank of Nova Scotia. Registration of Caveats in 
favor of the bank was completed between April 17, 1958 and May 2, 1958. ‘Checks for oil runs taken by Imperial 
Oil Limited out of Tilston, Whitewater and Pierson fields were paid directly to the Bank of Nova Scotia for 
disposition. As at October 31, 1959 this loan has been satisfied. 


(b) On March 31, 1958, the Oklahoma subsidiary company refinanced its then existing production loan with 
the First National Bank and Trust Company of Oklahoma City. The loan is evidenced by a note and mortgage, the 
original principal amount of which was U. S. $420,000 and secured by a mortgage on the Oklahoma Properties. 
Consistent with the terms of the related instruments, the bank had been and is receiving currently, the gross income 
from oil and gas runs of the North Hoover Field (Richardson Leases) monthly. Beginning with April 30, 1958, 
75% of such proceeds are applied first toward the payment of interest at the rate of 6% per annum and the 
remainder toward the reduction of the principal amount of the note. In each month of the current year, such 
remainder was less than the minimum of $14,000.00 a month required to be paid under the loan agreement. Never- 
theless, payments of $14,000.00 had been made monthly, beginning with April 30, 1958, except for the month of 
October, 1958, which had been waived by the bank. 


In addition to the security recited herein the obligation is guaranteed by Eugene and Julia Jordan. On or 
about March 27, 1958 the company entered into an agreement with Exchange Oil Company and/or Eugene Jordan 
for the management of its Oklahoma Properties. 


In October, 1958, the company entered into an agreement with Mr. Eugene Jordan under which because of the 
guaranty executed by himself and his wife he would have first refusal in the event of sale by the company of any 
of its oil and gas properties in Oklahoma. Under this agreement Mr. Jordan has the opportunity to purchase any 
of these oil and gas properties upon the same terms and conditions made available to any other purchaser, and he 
has 30 days in which to buy at the price and upon such terms as may be acceptable to the company from other 
parties. This agreement is to remain in full force and effect until the aforementioned bank loan is paid in full or 
sooner, if Mr. Jordan and his wife are relieved from their obligation as guarantors. 


On December 29, 1959 the company received the net proceeds from the Empire Trust Company of New York City 
for a loan of (U. S.) $175,000.00 negotiated to refinance the balance of this production loan, the entire amount of which 
would have become due on February 29, 1960. (See Note 12 for details). Consequently, the balance of the First 
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NOTES TO FINANCIAL STATEMENTS (Continued) 
(6) Lone Term Dest—Assets PLepcep: (Continued) 


National Bank and Trust Company loan is apportioned above on the basis of showing as the current portion the actual 
amount payable during the next twelve months under normal circumstances without the possible application of 
acceleration clauses in the Empire Trust Company loan agreement. (See Note 12 for these). 


(c) This note was secured by a first mortgage on the improved business property situated in Oklahoma City, 
Oklahoma. Upon the sale of this property on August 19, 1959, this liability was eliminated. 


(d) Under an agreement dated February 16, 1959, this loan was obtained from Ranger Oil (Canada) Ltd. The 
agreement recites that differences have arisen between Great Sweet Grass Oils Limited and Ranger Oil (Canada) Ltd., 
on the one part, and Georgia Leaseholds Limited, on the other, concerning their respective shares of their undivided 
fifty per cent interest in the Steveville Gas Field, and that Georgia Leaseholds Limited intends to commence legal 
action to define its interest therein. 


The agreement with Ranger Oil (Canada) Ltd. provides as follows: 


(1) The collective interests of Great Sweet Grass Oils Limited are apportioned between them in the proportion 
of an undivided 24/37ths part thereof to Great Sweet Grass Oils Limited and an undivided 13/37ths thereof to 
Ranger Oil (Canada) Ltd. In the event that Georgia Leaseholds Limited is determined to be the owner of any 
interest, the collective interest of Great Sweet Grass Oils Limited and Ranger Oil (Canada) Ltd. in such leases in 
which Georgia Leaseholds Limited is determined shall be apportioned in the ratio of 24 to 13. 


(2) Ranger Oil (Canada) Ltd. is lending to Great Sweet Grass Oils Limited, contemporaneously with the 
execution and delivery of the agreement, the sum of $100,000.00. As security therefore Great Sweet Grass Oils 
Limited gives to Ranger Oil (Canada) Ltd. a first mortgage upon one-third of the interest in the Steveville Gas 
Field of Great Sweet Grass Oils Limited. 


(3) Great Sweet Grass Oils Limited agrees to repay said sum of $100,000.00 to Ranger Oil (Canada) Ltd., 
together with interest at 6% per annum as follows: (i) at the time National Trust Company Limited, which is 
holding in trust 50% of net proceeds from the sale of production from the Steveville Field for the account of the 
three parties concerned, makes a first distribution of said funds, one-half of the amount payable to Great Sweet 
Grass Oils Limited, but not in excess of $50,000.00; (ii) one-third of all monies which shall become payable by the 
said trust company to Great Sweet Grass Oils Limited after the date of such first distribution, and (iii) the net 
proceeds of production from the one-third interest of Great Sweet Grass Oils Limited subject to the mortgage given 
as security for the loan, until the loan with interest is paid in full. Great Sweet Grass Oils Limited has the right 
to repay all or any part of the loan at any time. 


(4) Great Sweet Grass Oils Limited agrees to sell to Ranger Oil (Canada) Ltd., and the latter agrees to 
purchase, 2% of the entire working interest of all parties in the Steveville Field for $50,000.00 payable in cash upon 
conveyance thereof. 


(5) Ranger Oil (Canada) Ltd. agrees to lend Great Sweet Grass Oils Limited upon request made on or before 
July 1, 1959 the additional sum of $50,000.00 bearing interest at 6% per annum. If such additional loan is made, 
it shall be repaid upon determination of the interest of Georgia Leaseholds Limited by conveyance of the afore- 
mentioned 2% interest. This $50,000.00 was received in July upon due notice. 


(6) Great Sweet Grass Oils Limited and Ranger Oil (Canada) Ltd. agree to aid and assist each other in 
the litigation which Georgia Leaseholds Limited intends to commence to determine its interest in the Steveville 
Field. 


(7) Great Sweet Grass Oils Limited and Ranger Oil (Canada) Ltd. agree to pool their respective natural 
gas rights in the Basal Colorado and Blairmore formations of which each is the sole beneficial owner, so that the 
same shall be owned, developed and operated for their joint account in the proportions of an undivided two-thirds 
and one-third interest respectively. 


Because there appears to be no definite date for the release of the funds held by National Trust Company 
Limited, nor as to the release of current and future monthly revenues this entire amount of $100,000 is being carried 


as a long-term debt. (See Note 4). 


(e) At March 31, 1959 Great Sweet Grass Oils Limited owned a 75% interest in the Tilston #11-31 well with 
Burbank Holdings Limited owning the remaining 25% interest. As of March 31, 1959 Great Sweet Grass Oils 
Limited purchased this remaining 25% interest from Burbank Holdings Limited in return for its unsecured note in 
favor of Burbank amounting to $4,500.00 payable at the monthly rate of $150.00 with interest at 6% payable 
annually on the unpaid balance at December 31 of each year. The monthly payments of $150.00 commenced on 


May 1, 1959. 
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NOTES TO FINANCIAL STATEMENTS (Continued) 


(7) DeFErRRED AccouNT PAYABLE—SETTLEMENT: 


In 1958, the company entered into a settlement agreement with John Vogan regarding his claim for 
severance pay under his contract of employment with the company. It was agreed that the company 
would pay Vogan $9,000.00 in full settlement of his claim and that mutual releases would be exchanged. 
The company paid $3,000.00 of the claim in 1958. Payment of the $6,000.00 balance has been deferred 
until the company commences to receive proceeds from the sale of gas taken from the Steveville wells. 
As at August 10, 1959 all revenues were being deposited in Trust. Since revenues from these wells, which 
belong to the company are being held in Trust (See Note 4) and the accounts receivable relating thereto 
as a deferred asset, the $6,000.00 claim by Vogan, which company’s solicitors believe to be enforceable, 
was being carried as a deferred liability. On February 1, 1960 this claim was fully settled by a cash 
payment of $5,000.00 and for this reason the liability is now shown as a current liability in the reduced 
amount. 


(8) Accounts PayaBLE PENDING LEGAL DETERMINATION IN ReEspEcT OF FoRMER MANAGEMENT: 
Deferred Liabihty—Former Management: 


Company’s Canadian solicitors have advised that there has been no change in their opinion as to the 
status of the accounts included in this category, since reporting thereon in their letter of July 24, 1958, 
except for one account amounting to $1,500.00. 


At a directors’ meeting held in November, 1958 the Canadian solicitors were authorized to commence 
an action against Samuel Ciglen, Morris Black and others in respect of the transaction by which the 
company acquired 1,000,000 shares of Golden West Minerals Limited and subsequently acquired all the 
assets of Golden West Minerals Limited. Legal action has been commenced in accordance with instruc- 
tions of the board. A writ was issued on the 4th day of February 1959 and a statement of claim 
relating thereto was filed in the Supreme Court of Ontario on February 18, 1959. The company claims 
recision of the agreements by which the shares and the properties were acquired, and, in the alternative, 
damages amounting to $1,363,045.02 against its former officers, directors, Ontario Cobalt Mines Limited, 
Torny Financial Corporation and others. 


A Statement of defense on behalf of Samuel Ciglen was delivered to the Supreme Court of Ontario on 
March 26, 1959. On November 17, 1959 two counter actions were filed in the Supreme Court of 
Ontario on behalf of Samuel Ciglen. One of these actions, which are now also pending, seeks payment 
of $95,000 in fees for services in 1954, 1955 and 1956, liability for which is disputed by this company. 
The other action seeks specific performance on a purported agreement between the company and Samuel 
Ciglen to a settlement of all differences, or, in the alternative, damages of an unspecified amount. 


At the same board meeting, in November, 1958 a second action was authorized in respect of the 
$300,000 note and collateral mortgage obtained from Samuel Ciglen and Morris Black. The writ and 
statement of claim have been prepared to include Torny Financial Corporation and the writ was issued 
on September 1, 1959. 


On October 6, 1959 an action was filed in the Supreme Court of Alberta on behalf of Sanford, 
Dickie & Oughton, plaintiffs, against this company. This pending action seeks payment of claimed 
fees of $12,321.30, the amount of which this company disputes. 


___ In view of these circumstances counsel advises that nothing should be paid on any of the accounts 
included in the “Pending Legal Determination” category, except for the above mentioned account in 
the amount of $1,500.00 which has been transferred to Accounts Payable—Trade. 


(9) Accounts PayaBLE PENDING LEGAL DETERMINATION IN RESPECT OF OTHERS: 


Liabilities included in this category represent fees billed by attorneys who have represented the 
company in the past, Torny Financial Corporation and other companies with which Sweet Grass had 
many and frequent dealings, all of which were incurred by the former management. None of these 
claims have been pressed against the company, and Canadian counsel advises against the payment of any 
part thereof, until certain transactions involving former management, associated companies and others 
have been fully investigated. In accordance with accepted accounting principles, however, the aggregate 
amount of the liabilities falling within this category is being carried in the current liability section of 
the balance sheet pendng final legal determination. 
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NOTES TO FINANCIAL STATEMENTS (Continued) 
(10) StocKHoLDERs Eguiry—Quasi-REORGANIZATION: 


On August 31, 1958 the board of directors approved a reduction in the par value of the capital 
stock of the company from $1.00 per share to 20¢ a share subject to the approval of the shareholders 


and to the issuance of supplementary letters patent under the provisions of the Corporations Act of the 
Province of Ontario. 


The shareholders approved the board’s action at the annual meeting of the shareholders held in 
New York City on November 22, 1958. Supplementary letters patent giving effect to the reduction in 


the par value per share, from $1.00 to 20¢, were granted on April 2, 1959. The effect of this change is 
shown in the following table: 


Capital, Capital 
? Stock Surplus 
Balances shown by accompanying consolidated balance sheets ...... $5,000,000.00 $1,189,069.04 
Reduction of Par Value from $1.00 per share to 20¢ per share ...... (4,000,000.00) 4,000,000.00 
Balances by reason of reduction in par value from $1.00 per share to 
ep OMRTICEESIIALC Rat Snes a fae sets Seg eee Savka ay Per ale eG $1,000,000.00 $5,189,069.04 
Conignutedestar Plis4 at orate 8.4 aha Fa. eis Vad hoes Sie ae alge ies 250,000.00 
Total capital surplus and contributed surplus after adjustments .... $5,439,069.04 
Reduced by amount applied to eliminate deficit at December 31, 1958* 4,996,595.16 
Adjusted. balances at December 31, 1958.25.40 5.c eo dec saab een es $1,000,000.00 $ 442,473.88 
* Reduction by amount of deficit as follows: 
Deficitrats) ecemperrs ial OS iis a. eros pc cetceat os oh cere ela Aeon ce ceereeineen $4,683,274.71 
Wosspiorthesyear ended secember: 3 le lOs8isa ese = Sainas «ct tileto leur as Se elects a aleleretele acale 313,320.45 
Morale eductiOnmme ra sap te crema nate Nema etyein vis sis o eek Glens sicte ce itch etsi once munctaratie siete Sasi ate eke $4,996,595.16 


The entire loss for 1958 was absorbed in the Quasi-Reorganization adjustment. The effect of this 
was to remove the operating deficit accumulated to December 31, 1958, which amounted to $4,996,595.16. 


Included in the charges made against the 1958 consolidated revenues and against the revenues for the 
ten month period ended October 31, 1959 were the following extraordinary items: 


(a) Expenses incurred for solicitation of proxies for the shareholders’ meeting of September 
24, 1957 in the amount of (U. S.) $12,283.07. This item was not included in the expenses of 1957 but 
was reported as a contingent liability in the 1957 annual report, pending approval of shareholders. 
At the last annual meeting of shareholders held on November 22, 1958, this item was approved 
and recognized as a liability of the company. 


(b) Legal and accounting costs beyond the ordinary requirements of the business amounted to 
$49,203.25 in 1958 and $23,967.67 for the ten months ended October 31, 1959. 


(c) Permits relating to the Duck Mountain area of Manitoba were allowed to lapse. The attend- 
ing loss amounted to $16,480.00. 


(d) The Chalu residence in Oklahoma City was sold on February 10, 1958 with an attending loss 
Of. 93199,/37/.90, 


(e) Oklahoma acreage abandoned upon expiration of leases, $22,510.78 in 1958 and $11,714.81 in 
the ten months ended October 31, 1959. In addition, leases acquired in Canada prior to 1957, were 
abandoned in the amount of $8,190.51. 


(£) The contract Settlement of the Garrett suit (U. S.) $15,000 in August 1959. This had been 
carried as a contingent liability in the 1958 statements. 


g) Losses on fixed assets sold during the ten months ended October 31, 1959 amounted to 
$34,039.26. In June of 1959 the Amos “B” and Martha Smith #1 leases were sold to the highest 
bidders for a total of (U. S.) $40,503.00. 
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NOTES TO FINANCIAL STATEMENTS (Continued) 


(10) StockHotpers Eguiry—QuasI-REORGANIZATION : (Continued) 


On August 19, 1959 the land, building and furniture of the Oklahoma City office was sold for 
(U.S.) $68,500. 


The result of this transaction together with the sale of the equipment on the above two leases in 
addition to the uneconomic lease interests resulted in a net loss of $34,039.26. 


(11) Contincent Lrapititres—Not REFLECTED IN FINANCIAL STATEMENTS: 
Kroy Oils Limited: 


Included in the statement of account rendered by Kroy Oils Limited at December 31, 1957 were 
charges approximating $7,000 covering expenses incurred for solicitation of proxies for the meeting 
of the shareholders of Great Sweet Grass Oils Limited held on September 24, 1957 and other unexplained 
items. Company’s counsel has advised that such charges relating to proxy solicitation may not be 
properly assessed against this company without prior shareholders’ approval. 


Certain legal expenses incurred by Kroy Oils Limited in connection with hearings before the 
U. S. Securities and Exchange Commission on behalf of itself and Great Sweet Grass Oils Limited 
were arbitrarily allocated by Kroy on the basis of two thirds to Great Sweet Grass Oils Limited 
and one-third to Kroy. There does not appear to be any basis for such an apportionment. The accom- 
panying financial statements reflect an apportionment on the basis of only one-half of these expenses 
being chargeable to this company, or approximately $6,000 less than on the basis claimed by Kroy. 


The company’s solicitors have advised that there has been no change in the status of this claim. 


David Dooley: 


David Dooley of Oklahoma City has asserted a claim against the parent company and Kroy Oils 
Limited in the approximate amount of (U.S.) $23,000. The claim makes reference to work purported 
to have been performed by him at the time the company originally acquired properties in Oklahoma 
from Depositors Mutual Oil Development Company. The company has denied any liability on this claim. 


Alexander J. Jacoby: 


During 1958 a claim against the company was made by him to five-sixths of one per cent of the 
company’s share of the net proceeds from the sale of natural gas in the Steveville Field. On October 28, 
1959 an action in this regard was filed against this company on behalf of Alexander J. Jacoby in the 
United States District Court for the Southern District of New York. Company’s solicitors express 
serious doubt of his rights to any interest in such proceeds. 


(12) Events SuBSEQUENT To BALANCE SHEET DATE: 


On December 29, 1959 the company received from the Empire Trust Company of New York the 
proceeds from a (U. S.) $175,000 refinancing production mortgage loan on its holdings in Oklahoma. 
As additional security, there is a guarantee of this loan on the part of the Canadian parent company. 
The terms of the loan provide for monthly repayment of principal at the rate of (U. S.) $7,756 together 
with interest at 534% per annum. 


The loan agreement provides for accelerations of payments in the event of sales of assets covered 
by the mortgage agreement, to the extent that should the company sell its interest in the Richardson 
leases in the North Hoover field in Oklahoma, (U.S.) $122,500 of the proceeds would be applied 
against the loan on account of principal and interest. In like manner should the company sell the 
“McClain” Leases in the East Brady field in Oklahoma, (U.S.) $35,000 of the proceeds from such sale 
would be applied against the loan on account of principal and interest. 
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